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CYCLES OF BUSINESS AND COMMODITY PRICES 
JULIAN G. DAVIES 


KNOW of no phase of Business, or of the material well-being of the 

individual, more important than the forecasting of business cycles, 
the variations in the trends of business activity; nor do I know of any 
aspect of business which seems to be less understood by business men 
and by “the Man in the Street,” than the reasonably correct forecasting 
of these variations in business activity, in commodity prices, in volume 
of employment, or in the cash income of the individual. 

There never has been a time when so much money and brains 
were expended on research; research in the field of medical science, 
agriculture, chemistry, in the production of goods, and in many other 
directions, than during the past few years, yet little progress has 
been made in the field of business forecasting. 

Human nature is a most peculiar element. It is largely unpredict- 
able, yet in at least two respects evidence accumulated over several 
thousand years has proved that it is predictable in advance. One of 
these is that, when timés are good and business is booming, we conduct 
ourselves and our affairs as if those conditions would continue forever. 
At such times, commodity prices are usually high, instalment buying, 
particularly of luxuries, reaches its highest peak, and in general, optim- 
ism runs wild. The fact that there is bound to be a drastic change 
for the worse doesn’t seem to enter the heads of our people, many of 
whom select this time of high prices and greatly increased business 
activity to mortgage the income they hope to, but probably will not, 
receive over the following years, to buy real estate, automobiles, pianos, 
electric refrigerators, radios, and many other goods, and this at a 
time when the prices of these goods are usually at their highest. 

By the same token, when business conditions are at their worst, 
prices of goods at their lowest, and nobody buying anything not abso- 
lutely essential (largely because their buying was over-extended during 
the previous period of good business), is the time we are convinced 
conditions will never be better without a complete change in the eco- 
nomic system under which we operate, and the many “isms,” of which 
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we have heard so much during the past few years, rear their ugly 
heads. If we read books and articles on economics published 75 to 
150 years ago, we will find practically the same conditions existing 
then as apply today. 

The same type of thought, with rare exceptions, controls business. 
When business is booming, and prices are high, inventories are built 
up, and producing facilities are increased, until the inevitable crash 
comes. Because businesses and individuals have greatly over-extended 
themselves during periods of good business, there is a corresponding 
lack of buying during the following depression years, and this, of 
course, accentuates the effects of the depression. Does it not seem 
strange that, with all the experience history has furnished of these ups 
and downs of business, their causes and effects, we persist in allowing 
ourselves to became caught in the toils of unreasoning optimism or 
the reverse? 

The past ten years furnish ample evidence that we have learned 
little or nothing of forecasting these momentous changes in business, 
or of adapting ourselves, in advance, to these changes. In 1929, after 
we had experienced boom conditions over an extended period, the 
world’s brightest business minds, almost without exception, informed 
us, time and again, that we had at last achieved permanent prosperity ; 
that business had established a permanent upward trend, and that plans 
should be laid accordingly. Instead of that, we plunged almost immedi- 
ately into the most prolonged and disastrous depression in modern 
history. If the history of business and economics has taught us one 
thing, it is that when business begins to boom, inventories to increase, 
and prices to rise, we must conserve and build up our negotiable assets 
and get out of debt, so that when the inevitable crash comes, with its 
accompanying reduced salaries and wages, lack of employment, de- 
pressed condition of business, and greatly reduced prices, we may take 
advantage of those conditions to purchase homes and domestic acces- 
sories, and in business to check up on our producing facilities, install 
more up-to-date machinery and equipment, and get ready for the next 
upturn in business. If such a practice were followed more generally, 
it would go a very long way toward reducing the pronounced peaks 
and depressions of business. 

The study of commodity price trends should, and I think can, be a 
most important and interesting activity of the average purchasing 
agent, but I doubt very much whether any large proportion of us do 
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CYCLES OF BUSINESS AND COMMODITY PRICES 7 
make a really intensive effort to become proficient in this important 
phase of business. Most of us get our opinions from others, and use 
them as a basis for our own conclusions, overlooking the fact that most 
of these opinions of others are no better informed than are our own. 

During recent years the reading of detective stories has become very 
popular with business men, many of whom would be bored to distrac- 
tion if they had to sit and listen to a talk on economics. Why this 
should be, I don’t know. The deductive methods used in forecasting 
price trends coincide almost exactly with those employed in construct- 
ing the average detective story. In the story, the basic fact that there 
has been a murder, or that the madam’s jewels have been “lifted,” 
comes first, and by a process of deductive reasoning we work back from 
that point. In a study of future price trends, on the other hand, we 
first develop and assemble our clues, determine their proper value, then 
decide whether these deductions of ours point to a high-class murder, 
in the shape of higher prices, or whether the final development will be 
lower prices, or a price movement illustrated by a fairly horizontal 
line, then formulate a plan to deal with conditions as we find them. 

In this country and the United States, we do not pay nearly enough 
attention to long-range forecasting, and using such forecasting as a 
basis for calculating near-term predictions. Usually a year ahead is 
the farthest most of us look, and there is much justification for this, 
when we know it is almost impossible, these days, to say what the 
happenings of the next week may bring forth. This long-range view is 
highly important, because if we can determine with any degree of 
accuracy whether the long-term trend is likely to be upward or down- 
ward, it greatly aids us in formulating a plan for our near-term buying 
activities. Let us deal with the long-range view first. 

Research along that line will amaze us when we consider charts 
and predictions made 50 and 75 years ago, and at that time projected 
into the unknown of the next 100 years. Those reckless souls who 
made those predictions, and had the temerity to commit them to paper, 
so they could be examined and criticized by future generations of 
business people, could not possibly have known of the future introduc- 
tion of electric light and power, radio, the automobile, the telephone, 
air transportation, mass production, and the manner in which those 
developments have altered our lives since the horse-and-buggy days, 
yet the charts they constructed, based on their study of events of what 
were to them the previous one and two hundred years, enabled them 
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to project commodity prices and business fluctuations, which are really 
miracles of accuracy, generations into the future. While I have been 
coming across them in my reading at various times during the past 
eight years, a recent occasion was in the February issue of “Office 
Management.” It is referred to as “Brenner’s Prophecy,” and was 
prepared in 1834. 

It shows extreme depressed portions of the chart at regularly recur- 
ring intervals of 18, 20 and 16 years, 18, 20 and 16 repeating them- 
selves in that order, a total of 54 years to a complete cycle. These 
indicate the panic years. One set of peaks shows regular intervals 
of 8, 9 and 10 years, 8, 9 and 10 repeated regularly. It will be noticed 
that two of these cycles total 54 years. These represent the good 
years. The bad years (though not panic years) are represented by 
regularly repeating periods of 7, 11 and 9 years, 7, 11 and 9 across 
the chart. In this case also, two complete cycles total 54 years. 

A study of real estate cycles has been made by the “Real Estate 
Analyst,” a St. Louis publication. They have found a repeating 54 
year cycle since the year 1795, three peaks occurring each 54 years, 
averaging 18 years each, and all of them within a limit of 16 to 21 
years. 

Wholesale commodity prices have closely followed a 54-year cycle 
since the year 1260, but during the past 150 years this has varied from 
51 to 55 years. 

It may be merely a coincidence that 54 years separated 1807, when 
the Napoleonic Wars were getting well started, to 1861, when the 
U. S. Civil War commenced, and another 54 years from 1861 found us 
at 1915, well into the World War. 

The Rhythm Theory of business cycles was reviewed by Franklyn 
Hobbs, a Chicago economist, before the Office Equipment Manufactur- 
ers’ Institute recently. He has found that the income high points have 
been reached at the close of each decade in recent years — in 1879, 
1889, 1899, 1909, 1919 and 1929. He says: “I am unable to believe 
that a movement which has occurred with unfailing regularity for 
more than 100 years is accidental. I do believe these movements are 
in rhythm.” 

I believe many of us will see the day when business cycles, periods 
of drought and of excessive moisture, abnormally hot or cold years, 
and other phenomena, will be definitely and accurately predictable. 
Whether they are caused by an excess or a deficiency of ultra-violet 
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CYCLES OF BUSINESS AND COMMODITY PRICES 9 
rays, by spots on the sun, by the movement of celestial bodies, or other 
natural phenomena, I am, of course, unable to say, but I believe 
research will some day enable us to know definitely. 

You may not agree with this theory of repeating economic cycles, 
and will say “this is a new era we are in,” “wars will upset cycles,” 
“new inventions and new ways of living will change things completely.” 
My answer to all of these is this: During the past 150 years, since 
1788, the repeating cycles have been operating true to form, in spite 
of the fact that it has been the greatest period in the world’s history 
for changes, new ideas and improvements, new ways of living, wars, 
revolutions, and social and political upheavals. It is pretty difficult 
to laugh that off. 

It would, of course, be ridiculous for me to imply, or for you to 
infer from these remarks, that the tops and bottoms of business and 
commodity price trends can be predicted to the exact year. If any 
such rule-of-thumb applied, many of us would be out of jobs; we 
should not be needed any more. What I do say is that business does 
move in cycles, and a realization of that fact, and its application in 
conjunction with day-to-day occurrences as they arise and are proper- 
ly interpreted, is a chief factor in efficient buying, particularly of 
those major commodities which form the basis of our manufacturing 
operations. 

Using these long-term prognostications as a foundation, we should 
realize there are four chief influences which affect commodity price 
trends over the shorter term. First, political; second, economic; third, 
statistical; and fourth, technical. Often these influences combine one 
with another, so that it is difficult to say where one finishes and the 
other begins. Just now, international political considerations over- 
shadow all others. America, Europe and Asia are centres of political 
interference with the smooth working of world economy, and constant 
scrutiny of news of world affairs is essential if we are to keep abreast 
of the times. 

If and when economics is again permitted to exercise its influence 
unhampered, there is little doubt but that business will improve, and 
the early stages of business improvement usvally bring higher com- 
modity prices. There are many reasons for this, but the chief one is 
that business, having seen its surplus cash diminish during a depression, 
is intent on building it up again and, to do this, higher prices are 
essential in most lines, particularly where prices have been greatly 
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reduced during a depression, through the effects of “cut-throat compe- 
tition.” Another reason is that as business improves, and a greater 
volume of orders materializes, competition, with low prices, becomes 
less keen. A still further reason is that as business increases and 
employment grows, the demands of labour for higher wages become 
much more insistent, and higher wages usually result in increased 
prices of the goods which that labour produces. Farther along, when 
more and more goods are being turned out, mass production enables 
producers to reduce prices, while still making a profit, adding to surplus, 
and paying higher wages and salaries. Business has learned now that 
lower selling prices make for increased sales volume. 

Statistical influences exert their effect when there is a scarcity, 
or a super-abundance, of a given commodity. In other words, prices 
are governed to a great extent by the law of supply and demand. 
Cotton is an outstanding example of this, and so is wheat. 

I have chosen the word “technical” to describe conditions within 
an industry which cause commodity prices to rise or fall. For instance, 
we know how the use of nickel has increased greatly over the past ten 
or fifteen years, for purposes which were undreamed of not so long ago. 
Alloys of aluminum have created many more uses for that metal. The 
use of copper for electrical purposes bumps up against aluminum when 
the price of copper rises beyond a certain height. Rayon, cellophane, 
compositions such as bakelite and other plastics, in fact hundreds of 
new products, many of which have not yet appeared on the market, 
and which might be placed under the heading of “Science in Industry,” 
are bound to have their effect on the prices of commodities which they 
are replacing. The prices of these new commodities themselves will 
drop as their use becomes more general and their production increases. 

Now let’s look closely at the effect which it seems reasonable to 
suppose all these influences will have on the trend of commodity prices. 
We shall deal with the political aspect first. 

The danger to economic and price equilibrium from an international 
political standpoint, shifts alternately from Europe to’Eastern Asia 
and back again. Admittedly, anything is liable to happen, but I still 
feei that none of the principal nations are foolhardy enough to wish to 
precipitate a general European war. Even if war did come, while there 
would probably be a stiffening of prices, particularly in foodstuffs and 
those commodities entering into the manufacture of munitions and war 
equipment, I believe our government and every other will immediately 
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exert such drastic control of production, wages, and commodity prices, 
as to curb any skyrocketing which might otherwise develop, and which 
did, in fact, develop during the World War. I feel confident that a large 
proportion of our population will not again be asked to risk their lives 
and work for a dollar-ten a day while much of the remainder will be 
permitted to pull down big wages and salaries in comfort and safety. 


The policy of national self-sufficiency with which many of the prin- 
cipal European nations have become imbued since the last war is one 
which profoundly affects the prices of certain commodities. One of the 
most important of these is wheat. In pre-war years, Italy and Germany, 
among other countries, used much of our Canadian wheat. Now they 
are not doing so. Their people have been encouraged to grow more 
wheat, and when they do not produce enough, they are ordered by 
government proclamation to mix flour produced from coarser grains, 
even from potatoes, with their wheat flour to make up the deficiency. 
The sending of money out of the country in payment for imported 
materials is also largely forbidden, the result being that our producers 
of wheat and other commodities, which might otherwise be shipped to 
those countries, have to sell their production for much less than would 
otherwise be the case. 


Government control and sale of a country’s production has been 
designed to obtain higher prices for the commodities so controlled, but 
has usually produced the opposite effect. Our Canadian Wheat Board 
is a case in point, and the United States Cotton Control Board is 
another. A few years ago, cotton was produced principally in the 
Southern States. Within the past few years, several South American 
countries and Russia have started to grow cotton to take advantage 
of the high price asked by the United States Board, the result ‘being 
that the opportunity for exportation of United States cotton is much 
reduced, and so is its price. 


To us in Canada, after war, perhaps nothing within the sphere of 
politics is of greater importance than coming developments in the 
United States, and the heads of political affairs there seem to be on 
the horns of a dilemma. All that is required speedily to start the 
wheels of industry humming is a return of confidence, and fifteen words 
from the people in control of affairs, backed up by confirmatory action, 
would give this impetus to business. Such words and actions, however, 
would actually mean an abrupt about-face on the part of the powers 
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that be, and they are naturally reluctant to admit that they have been 
following the wrong trail for the past few years. 

The statistical position of most commodities is very weak; stocks 
are large in relation to consumption. The only sure way of overcoming 
this condition is a greater volume of business, although agreements 
between producers to restrict output, such as are now in effect in 
connection with tin and copper, do help considerably. If and when 
there is a definite rise in the trend of consumption generally, much of 
the surplus now overhanging the market will be absorbed very rapidly, 
and we may look for higher prices in many commodities. 

The technical aspect, new and cheaper materials coming into the 
market, is a most interesting one, and must be watched carefully, and 
the same applies to producing equipment. 

Now let us take our conclusions as to future developments in busi- 
ness and superimpose them on long-range charts developed many years 
ago and see what we get. 

Such charts indicate that the next high point in busines may be 
expected in 1939 or 1940. Easy money, an enormous volume of needed 
residential building, railroad equipment, roads, power and light installa- 
tions, the renovation and expansion of our whole industrial capacity, 
metal mining, our new oil fields in the Turner Valley promising the 
greatest oil production in the British Empire, and numerous other 
activities all await the return of business confidence to develop the 
greatest production of wealth in our history. Evidence is not lacking 
that the ground is being prepared for that return of confidence, and 
if war can be prevented, I think we are faced in the immediate future 
with a need for all the buying ability we possess. 

If we are to become proficient in the art or science of interpreting 
business cycles and commodity price trends, we must be prepared to do 
considerable reading, and perhaps our reading habits will have to 
undergo considerable revision. All that is required is the desire, or 
the hobby, if you like, of studying economics in its relation to business. 
Anyone with a leaning in this direction, when picking up the daily 
paper, will merely scan the headlines of accounts of murders, matri- 
monial triangles, accidents, and similar events, and concentrate on the 
editorial and financial pages, and those news items such as might be 
expected to affect business. There are more sources of information 
available today than ever before,— 

1. Daily newspapers, both news columns and financial pages. 
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2. Trade journals catering to the manufacturers of the materials in 
which the buyer is primarily interested. 

3. Government reports. It is astonishing the wide range of business 
details turned out by the Statistics Branch of the Dominion Gov- 
ernment, information from both domestic and foreign sources. 

4. Business periodicals issued by our chartered banks. 

5. Reports issued by professional statisticians and economic services. 

6. Financial journals, such as the Financial Post. 

Let me try to recapitulate and focus attention on what I believe are 
the great advantages of a serious, comprehensive and prolonged study 
of business cycles. 

To determine fairly accurately whether the long-term trend is up 
or down is the first requisite of an adequate inventory position. If the 
trend appears to be upward, it probably means higher prices, more 
extended deliveries of raw materials from our suppliers, and our carry- 
ing larger stocks of materials on hand and on order with our suppliers. 
Supplies taken into stock during such periods are quite likely to increase 
appreciably in value by the time they are completely fabricated and 
sold, and that is one of the easiest ways of increasing profits. Delays in 
production, due to shortage of available materials, is costly in more 
ways than one. It adds to production costs, disrupts manufacturing 
schedules, and engenders the ill-will of our customers, perhaps turning 
them away from us to our competitors. 

If we appear to be approaching the end of an upward trend, it 
behooves us to slacken our rate of ordering material, and of the volume 
of materials on hand. It is costly to carry a burdensome inventory 
through a prolonged period of reduced production. Further, and even 
more important, the market value of our inventory may drop consider- 
ably before the price trend again turns upward, resulting in losses 
which, in years past in textile, rubber and non-ferrous metal working 
industries, to name only a few, have sometimes reached huge propor- 
tions, and will be a drag on those businesses for many years to come. 

The pecuniary advantage to ourselves as individuals is by no means 
of minor importance. In our own financial affairs, our refraining from 
purchasing a house, an automobile, or making other capital expendi- 
tures, or of mortgaging our future income, during periods of great 
business activity, but retaining our funds until the next recession is 
well advanced, when those purchases can be made for much less money, 
will aid us very materially in accumulating a modest estate of our own. 
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The condition of being absolutely dependent on our salary for the next 
month is not one conducive to our best interests. A certain independence 
of thought and action, of what is known as initiative, is of the utmost 
importance to our employers, but all too frequently such initiative is 
stifled by the thought of the complete disaster staring us in the face 
should we lose our jobs. 

In my own case, I am frequently appalled when I look back and 
realize how grossly ignorant I was of the details of everyday business. 
I had been earning a living for 25 years, and had been through at least 
two serious depressions before it ever occurred to me that the financial 
pages of the daily papers were any concern of mine. There were no 
books on Purchasing, certainly no classes of instruction such as now 
exist; in fact, purchasing agents, prior to the war, were few and far 
between. In the great majority of Canadian businesses before the war, 
the head of the concern felt that he was the only one capable of doing 
the buying. Now it is realized that Purchasing is a highly specialized 
and highly important function, and the officer in charge cannot get 
by any longer with a vocabulary limited to “Yes,” “No,” and “How 
much?” Much may be learned from reading and from lectures, but 
these constitute only the theoretical side of the problem, and must be 
rounded out by actual experience, accumulated over a long period of 
years. Today, the job of buying calls for a high degree of intelligence, 
the courage of one’s convictions, initiative, and earnest application, 
but it can be, by long odds, the most interesting branch of present-day 
business. 














PROFITABLE MARKETING THROUGH 
SCIENTIFICALLY PLANNED ADVERTISING 


FRANK R. COUTANT 
Past President, American Marketing Association 


HERE are about 100 firms in this country whose advertising rests 

securely on the foundation of solid facts about the identity, habits 
and opinions of their present and prospective customers, kept up-to- 
date by research. Significantly, these firms are the leaders in their 
respective lines. Casual opinion attributes their success to “advertis- 
ing,” without realizing how keenly they study and protect every phase 
of selling and advertising. 

It is not the act of advertising that makes firms successful: sound 
advertising is a combination of art and scientific fact-finding. “A man’s 
reasoning can be no better than his facts,” says Chairman Alfred 
Sloan of General Motors. So the executive who plans advertising by 
intuition may be a genius, but he is a gambler. He may be as lucky as 
a sweepstakes winner, but the odds are that he will be just another 
brief visitor in advertising. 

Some steps taken in preparing the most effective advertising are 
here briefly reviewed: 

Product Study 

Scientific marketing study begins with the product, because it is 
easier to make what you can sell than to sell what you would like to 
manufacture. 

Inventors are prolific in ideas. However, only a fraction of 1% of 
inventions are found by marketing testing to be commercially promising. 
It is a genuine joy when we can report that a new idea or invention is 
found to be worthy of advertising support. But many tests, including 
measurements of salability, must be passed before this conclusion is 
reached. Thus the element of gamble is minimized; it can never be 
wholly eliminated. 

Old products as well as new must be regularly reviewed to see how 
well they please their intended markets. Unless this precaution is 
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taken, and improvements in products made whenever possible, customers 
may drift away to more satisfactory competitive offerings. 

Clues to improvements can usually be found by asking buyers “What 
do you not like about this product (or service) even though you use 
it?” Or, by asking former users “Why did you change to something 
else?” People may be vague and incoherent when asked why they like 
or buy something, but become specific and emphatic when asked what 
they do not like. 

Package design is an important division of product testing. An old- 
fashioned dress is as bad for the morale of merchandising as it is for a 
woman. Sometimes as many as 40 or 50 alternative ideas are subjected 
to competitive tests to find a new dress for the product. 

In package testing, it has been found advantageous to separate the 
elements of the proposed new or old package into component parts and 
test each part separately. By such practice it may often be revealed 
that an apparent preference for a package may only be a preference 
for the color of that package. Conversely, a vote against a good design 
may be only a vote against some element within the design. By a 
careful analysis of each part, it becomes possible to determine why 
some designs are liked better than others, and how the second-best 
(which may have exceptionally good display value) can sometimes be 
revised into a winner'in popular voting. 

No tests of packaging are complete without a sales test before 
advertising starts. If the tests of consumer preferences are well 
planned and executed, the sales effectiveness will also be high. But this 
should be proved rather than taken on faith. 


Identifying the Market 

To widely-travelled marketing strategists, talk of national coverage, 
national distribution, national advertising plans, national anything in 
regard to marketing, is only loose talk. Each market has characteristics 
of its own, based upon racial and commercial origins, climate, habits of 
living, transportation facilities, entrenchments of competition, sources 
of income and current sales potentials. 

Large cities are composed of groups of non-homogenous villages, 
each worthy of special study. Business villages of Grand Central 
district in New York City, for example, know little or nothing about the 
largest negro community in the world, less than five miles away and 
part of their own city. Two miles away from their offices many become 
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as bewildered by market conditions as though they were in a foreign 
land. 

Each market, each village within a market, is a separate marketing 
problem. There may be common denominators that can be used in 
advertising, but these cannot be assumed to be similar to the reactions 
of those who prepare and approve advertising. 

Some markets will prove to be extremely good for the product or 
service to be advertised. Others might more profitably be left to com- 
petition. Old-fashioned management considered increased sales volume 
a sure measure of progress. Modern management is just learning that 
a reduced volume can often yield greater profits, through reduced costs. 
Good sales and advertising strategy requires that analyses be made to 
find the markets where the sales expense is in profitable ratio to the 
sales volume. 

Markets need measuring for each kind of product. Hartford, Conn., 
where the per capita buying power is $830, will buy many items that 
would not sell in New Orleans, La., with a buying power of $575. Some- 
times it is necessary to study the mental attitude of a market toward 
a product before one can decide wisely whether to spend or save 
advertising money. 

Competitive advantages require impartial analysis. If a competitor 
has won a dominating position in a certain section because he makes a 
product so ideally suited to the needs of its people that yours are at a 
disadvantage—if he can deliver his goods there at a price below your 
cost—it may be wise to let him have that territory rather than try to 
break into a stronghold at a loss. Concentration on best markets is the 
modern selling and advertising philosophy. 

Selection of advertising media can only be made intelligently after 
the geographical pattern of the market has been studied. Sellers of 
time (radio) and space (magazines and newspapers) try to force the 
purchase of inflexible combinations of what they have to sell. Resource- 
ful planners of advertising find ways of circumventing them and of 
spotting advertising where it will do the most good at the lowest cost. 
Billboards, newspapers and local independent radio stations are examples 
of useful and necessary advertising flexibility. 

Identifying the Customer 

Every company should know (but most do not know) what kind of 

prospective customers are most productive. All executives have opinions 
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on this subject; these opinions are subject to heavy discount when real 
studies are made. There are articles nationally advertised for years 
whose makers could not answer accurately the simplest questions about 
the identity of their customers. Those who have made proper studies 
preliminary to preparing advertising plans will know (a) what pro- 
portions of present customers are young, old, or middle-aged; (b) what 
proportions are men as compared with women; (c) how the market 
divides by the four standards of living that are most impcrtant, e.g., 
high class, upper middle class, lower middle class, low class. 

When the market has been identified in terms of evaluating the 
various strata of customers, the next step is to determine where these 
prospective customers will be most likely to see and hear advertising. 

Yes, it’s a lot of work, but is it not wise to take some pains and to 
spend, say, 1% of the anticipated advertising appropriation to make 
sure that the other 99% will be invested effectively? The most success- 
ful advertisers do follow this course. 


Testing the Marksmanship of Advertising 

For years advertisers have asked themselves and their agencies 
“How will this advertising appeal to the prospective customers we hope 
to attract?” Great progress has been made in the scientific pre-testing 
of advertising, both for radio broadcasting and for publication. Techni- 
cal details of how these tests are conducted are presented in standard 
text-books written by leading practitioners. They are too lengthy for 
inclusion in so general a discussion as this paper. 

The question that will naturally come to mind is “If there are scien- 
tific methods of pre-testing advertising, why is not all expensive adver- 
tising so tested?” 

Nearly all of the most successful advertisers have learned to rely 
upon copy testing. Many of the unsuccessful advertisers content them- 
selves with the assertion that there are no reliable tests. Such 
divergence of opinion can easily be understood when it is realized that 
there are not more than twenty practitioners in the country who are 
thoroughly qualified to make scientific tests of advertising. This little 
group does not increase rapidly because it requires at least five years 
of time and an investment of not less than $100,000 in experimental 
work to develop a new expert. Naturally, concerns which have made 
investments in developing such men guard and pay highly for their 
services. 
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It takes more than the will to make tests to find available the skill 
needed for Grade A testing of advertising, but there is a decided 
advantage to any advertiser in experimenting with Grades B, C and D 
copy testing, which will eventually graduate some more executives to 
the point where they can direct Grade A testing. 

Sound copy testing can be done better by those who have basic 
knowledge of advertising. Obviously, it is easier for one well seasoned 
in advertising to learn copy testing than to teach advertising to those 
who have first tried to master copy testing. Leaders in the art are 
themselves usually skilled, if not brilliant, creators of advertising. They 
know well that some sales messages can be impressed quickly, while 
others must seep in slowly. Hurrying the mental processes of the 
prospect sometimes leads to a decision not to buy, for people instinc- 
tively put up defense mechanics when the vendor presses too hard in 
his anxiety to sell. 

Copy testing has not passed the stage of being an art. It may 
become a science when we have a fund of accumulated knowledge to 
pass on through teaching. 

Copy testing is one of the fundamentals of scientifically planned 
advertising, and its use will grow as more advertisers are given oppor- 
tunity to learn at first hand of its advantages and to avail themselves 
of expert workmanship. 

In Conclusion 

The advertising profession directly and indirectly has done an 
immense amount of good in fostering better marketing methods as well 
as better advertising—for the two are inseparably linked. Better 
marketing and better advertising are a distinct contribution to the 
national social welfare. Greater advertising and selling efficiency re- 
duces selling expenses, permitting savings to be used to reduce prices 
and expand markets by bringing goods or services within the reach of 
more people. Wider markets and greater consumption of goods pro- 
moted by lower prices will lead to expanded manufacturing and more 
employment, which is one of the keenest needs of this era. So far, 
only a small minority of companies have taken the necessary steps to 
bring their selling and advertising up to the plans of their manufac- 
turing efficiency. But the example of these few presents the one 
argument that all business can understand—they are consistent earners 
of profits. 














THE FORMATION OF A LIFE INSURANCE COMPANY 
IN CANADA 
L. M. DALGLIESH, F.C.I.S. 


HE title of the paper is probably not as broad as it should be 

because it covers not only a general outline of the formation of 
a company but also deals with a number of other related subjects. As 
the majority of Canadian life insurance companies operate as stock 
companies under a Dominion Charter, let us first consider the pro- 
cedure necessary to secure such a charter. 

A group of people, having decided to form a life insurance company, 
would probably first sit down and figure out the financial requirements. 
They would have to determine the capital structure, that is, the amount 
of capital they would need, the number of shares into which the capital 
was to be divided and the amount of each share. While there is no 
provision in the Dominion statutes as to the amount of capital that 
must be provided, there is a provision that $50,000 must be deposited 
with the Receiver-General and an additional amount would be needed 
as working capital. Furthermore, to secure a license to do business in 
most provinces, a company must have a subscribed capital of $200,000 
with $100,000 paid thereon. In addition, there are the organization 
expenses which must be paid by the shareholders. These would include 
legal expenses (including those of securing the charter), office rental, 
advertising, stationery, postage, etc., and commission for the sale of 
the capital stock provided, of course, that those organizing the company 
did not intend to dispose of the stock directly or to themselves. These 
organization expenses would be totalled, divided by the number of 
shares to be disposed of at the start and added as a premium to the 
par value of the proposed shares. 

The Dominion Companies Act, under which most types of com- 
panies are chartered, provides that letters patent may not be granted 
under it where the purpose of the company is the carrying on of the 
business of insurance. The only way in which a Dominion Charter 
for insurance purposes can be secured is by a special Act of Parliament. 
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The organizers would complete a memorandum of agreement, agreeing 
with each other to become incorporated as a company under the name 
decided upon, and making subscription for a stated number of shares 
of the company when incorporated. They would then prepare a petition 
for an act of incorporation. A bill would be prepared for the House 
(a model of which appears in the first schedule of the Canadian and 
British Insurance Companies Act) giving certain information, such as: 

1. The proposed name of the company 

2. The names of the persons applying for incorporation 

3. The names of the applicants who would serve as the provisional 

directors 

4. The capital stock of the company and the amount to which it 

may be increased 

5. If the par value of each share is to be other than $100.00, the 

value of each share, which must be $5.00 or a multiple of $5.00, 
but not more than $100.00 

6. The amount of capital to be subscribed before the general meet- 

ing for the election of directors is to be called 

7. The amount of capital that is to be subscribed and paid thereon 

before commencement of business 

8. The proposed location of the head office of the company 

9. The type of insurance business the company intends to trans- 

act, and 
10. A statement that the Canadian and British Insurance Companies 
Act, 1932, shall apply to the company. 

The bill would be introduced to the House and given its first reading 
and then be referred to the Banking and Commerce Committee. This 
Committee would consult the Superintendent of Insurance as to the 
likelihood of the company succeeding, its capital structure, etc. In the 
last case that I can find recorded, the Committee recommended an 
authorized capital of $1,000,000, with a minimum subscribed capital of 
$250,000 and a paid-up capital of $100,000 before commencement of 
business. After consideration by the Banking and Commerce Commit- 
tee, the bill would go back to the House and we shall assume be given 
its other readings and passed and that the Act would become the charter 
or operating rights of the company. 

The Provisional Directors named in the Act will meet to open the 
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stock books, allot shares to those who signed the memorandum of 
agreement, proceed to procure further subscriptions, either themselves 
or through a broker or underwriter, make the necessary calls on the 
shares, secure payments, which must be deposited in a chartered bank, 
and transact any business incidental to the organization of the com- 
pany. If the shares are not being sold through a licensed broker, care 
should be taken to see that any provincial act, such as the Securities 
Act in Ontario, is respected. 

The charter states the amount of capital that must be subscribed 
before the general meeting for the election of directors is called. When 
this figure is reached, the Provisional Directors will give notice to the 
subscribers and a meeting will be held at which the regular sharehold- 
ers’ directors will be elected to replace the Provisional Directors. These 
new directors may or may not be the same parties as the Provisional 
Directors. At this meeting each subscriber who has paid not less than 
10% on the amount of shares subscribed for by him is entitled to one 
vote for each share recorded in his name. 

Prior to this first meeting a set of by-laws for the operation of the 
company probably would have been prepared but, if not, a committee 
should be appointed for that purpose and a meeting called in the near 
future to consider and, if they are satisfactory, approve them. 

As soon as the amount of capital specified in the charter as being 
necessary to commence business had been subscribed and calls made by 
the directors, and the required amount paid thereon, the directors will 
apply to the Minister of Finance for a certificate of registry. It will be 
necessary for them to deposit with the Minister securities to the value 
of $50,000 and supply him with a copy of the company’s charter and a 
sworn statement setting forth the amount paid in connection with 
incorporation and organization and giving a list of all unpaid liabilities 
in connection with the same. In this connection it might be noted 
that until the certificate of registry is granted, no payments can be 
made out of the amounts paid in by shareholders, except reasonable 
sums for the payment of clerical assistance, legal services, office rental, 
advertising, postage and travelling expenses, if any. No commission 
for sale of the stock can be paid up to this time. 

Before granting the certificate, the Minister must be satisfied: 

1. That all requirements of the Canadian and British Insurance 
Companies Act and the special act of incorporation have been 
complied with as to the subscriptions to capital stock, the pay- 
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ment on subscriptions, the election of directors and other pre- 
liminaries, and 

2. That the expenses of incorporation and organization, includ- 

ing the commission for the sale of the company’s stock, are 
reasonable. 

When the certificate is granted, the company will give notice thereof 
in the Canada Gazette and in at least one newspaper in the place where 
the head office of the company is established and shall continue the 
publication thereof for four weeks. 


Having received the charter and certificate of registry, the directors 
can proceed to pay any outstanding debts in connection with the incor- 
poration and organization, appoint the necessary officers, staff and 
solicitor, and decide on a procedure for securing business. Quite prob- 
ably they would start business in a limited way, doing business in only 
one or two provinces. To do business in these provinces, they will have 
to secure a license, the procedure for which I shall outline later. Having 
secured the necessary provincial authority, they would appoint agents 
and really commence business. 

Thus far we have considered only the requirements for a company 
organized with share capital. In looking through the statutes, there 
appears to be no provision in them covering the organization of a 
mutual company. In view of the requirements regarding the payment 
of organization expenses and deposit with the Minister of Finance, 
it would be difficult to raise the required amounts without capital. 

So far as I know, the only Canadian mutual life insurance company 
that has been organized as a mutual company is the Mutual Life 
Assurance Company of Canada. In this case the company was organ- 
ized not as a Dominion Company but as an Ontario Company under 
the name of The Ontario Mutual Life Assurance Company. A charter 
was’ secured by a special Act of the Ontario legislature, on condition 
that before commencing business it secure 500 provisional policyholders. 
At the time of organization it was the intention to make it an assess- 
ment company, and provision was made in the charter to levy special 
assessments if needed. Many of the more cautious business men were 
unwilling to incur the liability of such future assessments and that 
idea was abandoned and the Hon. Elizur Wright was appealed to for 
rates that would be sufficiently adequate to overcome any possibility of 
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having to make assessments on the policyholders. These rates were 
adopted and the assessment idea dropped. 

The other Canadian mutuals have started either as stock companies 
or fraternal associations and have become mutualized after they were 
definitely established. The most recent case is that of the North 
American Life Assurance Company which was chartered in 1879 and 
commenced business in 1881 as a stock company or, as they refer to it 
in their charter, as a company with a guarantee fund. The Act of 
Incorporation provided that “the said guarantee fund shall be redeem- 
able by the Company out of the accumulated surpluses, at such time and 
upon such terms as shall be decided by a majority of the members 
present at a general meeting called for that purpose or at an annual 
general meeting of the Company............................ Provided that the re- 
demption of the guarantee fund shall not be effected until the full 
deposit required by The Insurance Act shall have been made.” In 1931 
(50 years after commencing business) a special general meeting of the 
guarantors and participating policyholders was called and a resolution 
passed approving the redemption of the guarantee fund. The money 
for this purpose was taken out of the surplus of the non-participating 
branch of the business, the guarantors paid off, the guarantee fund 
cancelled and the Company thus mutualized, all profits of the Company 
thereafter belonging to the participating policyholders. 

If any group were interested today in the formation of a mutual 
company, the most practical procedure would be to organize as a stock 
company and have a provision in the special act of incorporation per- 
mitting the purchase of the stock by or on behalf of the policyholders 
after a given time or when a certain financial status is reached. In 
the meantime, the shareholders might receive the amount of dividends 
permitted by law or a stated rate of interest on their invested capital. 
In the case of the North American Life, referred to above, provision 
was made in the charter that “until redemption the directors may pay 
to the holders of shares thereof dividends on the amount paid up, at 
such rate as may be agreed upon by the directors, but not exceeding 
fifteen per cent. per annum—the profits from the non-participating 
policies being first applied in or towards payment of such dividends.” 

In strictest theory, mutual companies should sell only participating 
policies and stock companies only non-participating policies but, prob- 
ably because of competition, both types of companies in Canada sell 
both participating and non-participating insurance. The chief differ- 
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ences between these two types of companies are that (1) mutual com- 
panies have only policyholders’ directors whereas stock companies have 
both policyholders’ and shareholders’ directors, and (2) participating 
policyholders in mutual companies are entitled to all the profits of 
the company whereas in the stock companies they are entitled by law 
to only 90% of the profits from the participating branch, although in 
the majority of stock companies they actually receive more. A mutual 
ocmpany may use this second point as a reason for insuring in a 
mutual company. In the stock company the interest of the shareholders 
in its management is felt to more than offset the small share of profits 
which go to the shareholders. However, it is recognized that good 
management, a wise investment policy and underwriting skill are really 
the factors which insure a satisfactory return to the policyholder. 


Incorporation as a Provincial Company 

Let us now consider the incorporation of a Provincial Company. In 
Manitoba and Ontario, provision is made for incorporation under the 
respective Companies’ Acts. In Quebec, the Insurance Act sets out the 
procedure for the formation of an insurance company in that province. 
In the other six provinces the Companies’ Acts are similar to that of 
the Dominion in that a company cannot be formed under them where 
its purpose is the carrying on of the business of insurance. In these 
latter provinces the only way to secure a charter is by a special act of 
the provincial legislature and the procedure, in general, would follow 
that set out for Dominion companies. 


In Manitoba and Ontario, the chartering of insurance companies 
comes under a separate part of the Companies’ Act. This is done by 
the granting of letters patent under the seal of the Provincial Secre- 
tary. In making application for a charter, the Superintendent of 
Insurance should be consulted, as his approval is necessary and he will 
give his consent only if he is satisfied that the success of the proposed 
company is reasonably assured. 


The petition for incorporation must be made to the Lieutenant- 
Governor by at least three applicants of the age of 21 years, and shall 
show: 


(a) the proposed name of the company 
(b) the objects for which the company is to be incorporated 
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(c) the place within the province where the head office is to be 

situated 

(d) the amount of capital, the number of shares and the amount of 

each share 

(e) the name in full, the place of residence and the calling of each 

of the applicants, and 

(f) the names of not less than three of the applicants who are to 

be the provisional directors of the company. 

The petition must be accompanied by a memorandum of agreement 
similar to that required of Dominion companies. 

Applicants for incorporation shall immediately prior to the appli- 
cation or petition publish in at least four consecutive issues of the 
provincial Gazette notice of their intention to apply for a charter. If 
so required by the Provincial Secretary, they shall publish such notice 
of intention elsewhere. 

One month’s notice must also be given to the Superintendent of 
Insurance, who must give a written report on the proposed company, 
and his approval, before letters patent may be issued. 

The authorized capital stock of a life insurance company must be 
not less than $500,000 and, if a commission is to be paid for its sale, 
that fact must be stated in the letters patent. 

Every subscription for capital stock made prior to granting of a 
license under The Insurance Act must contain the stipulation that all 
moneys received on account of shares shall be returned to the subscrib- 
ers without any deduction for expenses in case the insurer fails to 
secure a license. 

Every subscription must also contain the stipulation that no sum 
shall be used or paid for commission, promotion or organization 
expenses in excess of fifteen per cent. of the amount of money received 
on account of shares, which money includes any premium on shares. 

In Quebec, the procedure under the Insurance Act is quite similar 
to that for incorporating an insurance company under the Ontario 
Companies Act. The letters patent are granted by the Lieutenant- 
Governor in council on the recommendation of the Provincial Treasurer. 
There must be five applicants and not less than five directors. The 
organizers must also make a deposit of $10,000 to assure proper 
accounting to the company if letters patent are granted or to assure 
proper accounting to the subscribers if letters patent are not granted. 
There appears to be no provision for the incorporation of a mutual 
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life insurance company in any of the provinces and the procedure 
recommended for a Dominion company of having clauses in the charter 
of a stock company providing for mutualization at a later date seems 
to be the only way to eventually have a mutual company. 


License 

All provinces require companies to be licensed or registered before 
transacting business within the province. This license is granted in all 
provinces except Nova Scotia by the Superintendent of Insurance, 
Provincial Secretary or Provincial Treasurer under provisions con- 
tained in the Insurance Acts of the province. 

To secure a license, it is necessary to file with the Superintendent 
of Insurance such information as: 

(a) A certified copy of the Act of Incorporation and by-laws 

(b) A certified copy of last balance sheet and auditors’ report 

thereon 

(c) If the head office of the insurer is outside the province, notice 

of the place where the chief office of the insurer is to be located 
in the province and the appointment of someone to receive 
process 

(d) Copies of all policy forms and forms of application for insur- 

ance proposed to be used within the province 

(e) Any other evidence or documents required by the Superin- 

dent or Act, and 

(f) If the company is a new one, a statement regarding incorpora- 

tion and organization expenses similar to that required by the 
Dominion laws for a certificate of registry. 

The company is also required to make a deposit of $50,000 unless a 
like sum is on deposit with the Receiver-General or the Superintendent 
of another province under a reciprocal arrangement. Quebec has not 
entered into this reciprocal arrangement with the companies and other 
provinces and accepts only a deposit with itself or the Receiver-General 
of Canada. 

A joint stock company must have $200,000 stock subscribed and 
allotted and $100,000 paid in cash. A mutual corporation must have a 
surplus of $100,000 and contingent liability of members plus surplus 
of at least $200,000. 
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Notice of application for license must be given in the provincial 
Gazette, and elsewhere if Superintendent so requires. 

In Manitoba and Saskatchewan, in addition to being licensed, a 
company must be registered under the respective Companies’ Acts. 

In New Brunswick, until 1937, there was no provision for licensing 
under the Insurance Act, but a company had to secure a permit from 
the Provincial Secretary. If the company was not licensed as a 
Dominion company, it had to make application to the Governor-in- 
Council before it could operate in New Brunswick. If thereafter the 
company was paying a tax under the Corporation Tax Act, it was 
permitted to do business in the province. In 1937, provision was made 
for licensing under the New Brunswick Insurance Act as is done in 
other provinces. 

In the Province of Nova Scotia all companies are supervised by the 
Dominion Department of Insurance and no company may transact 
business in that province which does not comply with the Dominion 
Insurance Acts. Even companies incorporated in other provinces and 
doing business in several provinces cannot operate in Nova Scotia 
unless complying with the Dominion Acts. Companies are not required 
to be licensed but must secure a certificate of registry under the Domes- 
tic, Dominion and Foreign Corporations’ Act. 

(NoTE.—The remainder of the paper deals with general company 
practice and the discussion is based on a company incorporated under 
Dominion laws.) 

Directors 

The first directors of a company are called the provisional directors. 
They are the ones named in the charter or letters patent. 

The first permanent directors of a. Dominion company are elected 
at the meeting of the shareholders called when the amount of capital 
stated in the charter has been subscribed. Thereafter, unless otherwise 
provided, shareholders’ directors are elected by ballot at the annual 
general meeting of the company. Not less than five nor more than nine 
directors must be elected at the first and second meetings. In the case of 
a joint stock life insurance company, two classes of directors are re- 
quired, namely, shareholders’ and policyholders’ directors. Naturally, at 
the organization of a company, there being no policyholders, there are no 
policyholders’ directors. The law requires, however, that not less than 
three months prior to a company’s third annual meeting following the 
granting of a certificate of registry, a by-law shall be passed determin- 
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ing the number of directors to be elected by the shareholders and by 
the participating policyholders and the number of policyholders’ direc- 
tors must be at least one-third of the total number to be elected. The 
total number of directors shall be not less than nine nor more than 
twenty-one. 

If so desired, the by-law may provide that all the directors shall be 
elected for one, two or three years. If the period specified is more than 
one year, all directors may be elected for the period or the by-law may 
provide that a certain portion shall retire annually. The purpose of 
this provision is, of course, to assure some continuity of service by the 
members of the board. In a mutual company the directors are, of 
course, elected by the policyholders. 


Qualification for a Shareholders’ Director 
(1) A shareholders’ director must be a shareholder in his own name 
and right to the amount of at least $2,500 of the capital stock 
with all calls paid in cash thereon 
(2) He must not be indebted to the company 


(3) The majority of such directors must be persons resident in 
Canada and subjects of His Majesty by birth or naturalization. 


Qualifications for a Policyholders’ Director 
of Either a Stock or Mutual Company 

(1) That he be the holder of a participating policy or policies in 

the amount of at least $4,000, exclusive of bonus additions 

(2) That no premiums be in arrears on such policy or policies 

(3) That premiums have been paid for at least three years. 

The manager of a company may be elected a member of the board 
but no agent or other paid officer may be so elected. The president, 
first vice-president and chairman of the board are not considered for 
this purpose as paid officers of the company. 


Voting 

The election of directors is by ballot. Each shareholder, provided 

he has paid all calls on his shares, is entitled to vote for whatever 

number of shareholders’ directors are to be elected. He has one vote 
for each share and may vote in person or by proxy. 

Each policyholder holding a participating policy or policies of $2,000 
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or more with all premiums paid is entitled to one vote for whatever 
number of policyholders’ directors are to be elected. 

The president of the company and one or more vice-presidents are 
elected by the directors from among themselves. If they so desire, they 
may also elect a chairman of the board. 

Vacancies in the board of directors may be filled for the remainder 
of the term by the directors from the qualified shareholders or policy- 
holders. 

Remuneration 

The remuneration of directors in the case of a stock company must 
be authorized by a vote of the shareholders and policyholders and in the 
case of a mutual company by the policyholders. This authorization is 
usually given or varied at an annual meeting of the company. 


Some of the Powers and Duties of Directors 


The directors administer the affairs of the company; they may make 
any contract or do any act which the company may by law do. They 
may make, repeal, amend or re-enact by-laws not contrary to law, their 
charter, or the Insurance Act, dealing with the company’s stock, divi- 
dends, officers, meetings, penalties and generally respecting all other 
particulars of the company. Such by-laws are, however, effective only 
until confirmed at the next annual general meeting or at a general 
meeting called for the purpose. 


Subject to any regulations contained in the by-laws and any pro- 
visions in the Insurance Act, the directors may allot stock, make calls 
thereon, declare shares forfeited and allow or refuse to allow transfers 
where the whole amount of the stock has not been paid. 


Liability of Directors 

There are a number of liabilities and penalties set out in the act. 
Among these are the following: 

Any director, who knowingly permits false entries in the company’s 
books or who refuses or wilfully neglects to have proper entries made, 
or who refuses to allow proper inspection or extracts to be made, is 
guilty of an indictable offense and liable to imprisonment for a term 
not exceeding two vears. 

Directors declaring and paying dividends when the company is 
insolvent, or the payment of which makes the company insolvent, or 
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diminishes the capital stock, are jointly and severally liable for all the 
debts of the company then existing or thereafter contracted during 
their continuance in office. 

Where the transfer of partly paid shares is permitted to a person 
who is not apparently of sufficient means, the directors are liable for 
the unpaid amount on such shares. Provision is made in the act for 
possible exoneration from liability on the happening of the events re- 
ferred to in the two previous paragraphs. 

No loan may be made to any director or officer or wife or child 
of any director or officer except on the security of the company’s policies. 
If such a loan is made, all directors who make the same or assent 
thereto are liable for the amount of such loan. 

The directors of the company are liable to the company’s clerks and 
servants for all debts, not exceeding one year’s wages, due for services 
performed for the company whilst they are directors. Certain legal 
formalities must be complied with before the directors are liable to an 
action therefor. 

Meetings of Directors 

While the directors are responsible for the operation of the com- 
pany, they must, of necessity, pass on much of that responsibility to 
others and this is done by delegation to the officers of the company. The 
directors usually meet at specified times for receiving reports from the 
manager and secretary of the conduct of the business. The time and 
place for holding meetings, and requirements as to the notice, are fixed 
by resolution of the board. Usually the directors wish to keep a closer 
tie in with certain functions, and committees of directors are appointed 
for this purpose. These committees may be in the form of an executive 
committee, finance committee or otherwise and are usually given power 
to act for the entire board, when the board is not in session, within the 
scope of the resolution appointing them. The actions of these commit- 
tees are reported at the next regular meeting of the board. 

The power of directors is as a board. An individual director has no 
authority except such as may be granted to him by the board. All 
decisions must be made at a duly called meeting unless all directors are 
present and consent to the meeting being held without notice. A quorum 
must always be present to constitute a legal meeting. When the number 
of directors does not exceed thirteen, a majority shall constitute a 
quorum. If there are more than thirteen directors, a quorum is seven. 
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Shareholders 

The original shareholders are those who have subscribed for shares 
in the memorandum of agreement. Others subscribe for shares at the 
inception of the company or at a time when additional shares are 
offered by the company. 

Most shareholders in our life insurance companies today are people 
who have bought shares from existing shareholders, either direct or 
through a broker, or who have received them from an estate. Let us 
consider the procedure necessary in each case. 

With an ordinary transfer, if the shares are fully paid, transfer 
may be effected simply by an endorsement on the back of the certificate. 
The endorsed certificate is forwarded to the company or its transfer 
agent, the transfer recorded on the company’s books and a new certifi- 
cate issued. If the shares are not fully paid, the transfer must be made 
on the books of the company by the transferor and the transferee or 
by their attorney. The directors must approve the transfer after satis- 
fying themselves that the person to whom the shares are being trans- 
ferred can pay any calls that may be made. A new certificate is then 
issued. 

Stock transfer fees must be paid to both the Dominion and the 
province in which the transfer takes place, and in some instances to 
two provinces if the head office of the company is in one province and 
the sale takes place in another province. The transfer tax is paid by 
the transferor. 

The company would, of course, take what precaution it felt neces- 
sary to guard against forgery in the case of transfers. 

The term transmission is usually used in the case of shares passing 
from a deceased shareholder to a beneficiary. In this case the company 
requires proof in the form of a notarial copy of the probate of the will 
or letters of administration as to the proper appointment and authority 
of the executors, administrators or trustees before permitting them to 
complete a transfer of the shares. A Succession Duty release from the 
province in which the deceased person had resided must also be secured. 
The transfer by the executors or administrators might be to the bene- 
ficiary or to the person to whom they were selling the shares on behalf 
of the estate. It is not necessary that the company require proof that 
the proper person is receiving the shares, as this is the responsibility 
of the person administering the estate. 
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The transfer tax payable in the case of transmission depends on 
the acts or rulings of the authorities in charge of the acts, which I shall 
not endeavour to set out here. 


This paper was prepared with the idea of giving a general outline 
of the incorporation of a life insurance company. Those wishing to 
secure a broader and more detailed knowledge of the subject should 
refer to the acts under which life insurance companies operate. 











THE TOOLS OF PURCHASING 
B. H. YARDLEY 


HE tools of any trade or of any profession are two-fold, those 

with which work is performed and those with which objectives 
are attained. 

Tools are instruments that carve impressions and mould opinion, 
and the tools that are used have a tremendous influence on results. 


A carpenter, for instance, may be competent to turn out a most 
creditable job, but the degree of perfection depends upon the tools and 
the materials he selects to work with. Again, a dentist may be thor- 
oughly familiar with the technique of his profession: but the tools and 
materials he works with must also be of prime consideration, if he is 
to do justice to his profession and to his clients. 

So it is with Purchasing. Purchasing is not spending. We must 
dispense, at the outset, with the idea that these two terms are syn- 
onymous. “Purchasing” and “Spending” involve two very different 
forms of procedure. In fact, Purchasing is the function of efficient and 
economical procurement, designed to avoid and prevent unnecessary 
spending. 

Purchasing is a science, involving the study of values, price trends, 
production and distribution costs, sources of supply, quality and uses 
of materials, etc., all on the basis of practical and logical consideration, 
as affecting a particular industry with which the Purchasing Agent is 
associated. Purchasing deals with economics, but Purchasing is not a 
mechanical process dictated by statistics. Rather, it is the decisions 
and actions of buyers and sellers that provide data on which statistics 
are compiled. Purchasing is not an art which can be pursued mechanic- 
ally, or with tools that are manufactured for specific uses and according 
to prescribed conditions. Purchasing is a profession in which the 
human equation is very important, and we must constantly remind 
ourselves that the principal tools of Purchasing are intangible quali- 
ties; they are tools that must be used with tact and diplomacy, used 
so impressions will be carved into the community of business interests, 
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impressions that will mould opinions into the most valued asset that 
business can ever possess—Goodwill. 

Now, what are the principal tools of Purchasing that can be calcu- 
lated to develop Goodwill? 

The first is honesty. Honesty is defined as fairness in dealing with 
others. “Squeeze plays” involving an injustice to the vendor cannot 
be expected to result in any lasting advantage. Neither is there any 
honesty in the acceptance by the Purchasing Agent of inferior or 
shoddy materials. Honesty is not a matter of price. Honesty is a 
matter of value, in which both buyer and seller have a dual respon- 
sibility. 

Where value is concerned, however, opinions may differ according 
to the viewpoint taken by each individual, and so this is one of the 
places where the human equation becomes involved and where diplo- 
macy and tact must be exercised. You have all heard expressions such 
as “hard-boiled,” “chiseller,” “hammering” applied to Purchasing 
Agents. These invectives, unfortunately, may sometimes be warranted, 
but a Purchasing Agent who is honest with himself, with his company, 
and with the vendors, will take good care to see that his policy, while 
being fair to the vendor, is not unfair to his own company, when 
measuring values obtainable from other materials, or from other 
sources of supply. 

As I have intimated, a Purchasing Agent must assure himself that 
he is getting the value his company is entitled to, and in so doing he 
must exercise loyalty. 

Loyalty is another of the principal tools of Purchasing, and with it 
the Purchasing Agent guards and protects the rights of his own 
organization, in securing value for money expended in the procurement 
of materials, supplies, etc. Loyalty does not imply an ideology based 
on assumption. A Purchasing Agent must know what to guard, and 
also what to guard against. He cannot assume certain things to be 
facts, and the only way he can be truly loyal to his company’s interests 
is to be equipped with definite information that is reliable, by which 
he can make fair comparisons and form sound judgment. 

Co-operation is an essential tool of Purchasing. It is needless to 
say how necessary it is that the Purchasing Agent have the co-opera- 
tion of others, and that he co-operate with others. The Purchasing 
Department must collaborate with other departments within the organ- 
zation: with the Engineering Department in dealing with specifications 
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covering materials either being used or proposed; with the Production 
Department in the use of materials and timing of deliveries. There 
must be co-operation with the Testing Department in checking quali- 
ties and values; with the Sales Department in estimating future needs; 
with the Financial Department for budgeting finances; and with the 
Research Department for information on new developments and to 
guard against obsolescence, etc. 

There must also be co-operation between the Purchasing Depart- 
ment and vendors in the interpretation of each other’s requirements, 
problems, and facilities. 

In fact, it is only by co-operation with others that the Purchasing 
Department can build up the necessary system of records, data, and 
statistics that is required for the efficient functioning of the Department. 

Sincerity is another of the intangible tools of Purchasing. If he is 
not sincere, little faith is placed in the Purchasing Agent by those with 
whom he deals. Sincerity is a requisite of confidence, without which 
no transaction holds security for the buyer or the seller. Sincerity 
inspires confidence, promotes respect, and develops fair dealing based 
on honesty, loyalty and co-operation. 

Embracing all is the tool of Justice. Justice requires that facts be 
established and that consideration be given to opposing viewpoints. 

Justice assures fair dealing with all factors involved. Justice must 
be equitable, it cannot be one-sided. Justice also requires an apprecia- 
tion of the proper sense of respect for the prerogatives of other depart- 
ments, as well as for those outside our own organization with whom 
we deal. 

Now, I have dealt very briefly with the intangible tools involving 
the principles of Purchasing. But to assure himself of the intelligent 
and proper use of these tools, the Purchasing Agent must have the 
necessary knowledge and factual information pertaining to items he 
purchases, information that will qualify him to be fair and equitable, 
both toward his own company and toward the vendor. It is very easy 
for a Purchasing Agent to be fair in his dealings in specific trans- 
actions, and yet be unjust to his own company by lack of information. 
The lack of information on qualities consistent with needs may cause 
needless outlay; the lack of information on quantities may cause loss 
of quantity discounts, and there are other factors which may be costly 
to his company in relation to values he should obtain were he more 
fully informed. 
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How can the Purchasing Agent be expected to keep in touch with 
all the many processes of production; developments in the field of 
engineering, of research, and science? How can he keep himself in- 
formed on market conditions, material values, cost factors, the legal 
entanglements of contract laws, taxes, tariffs, transportations, etc.? 

These are some of the considerations a Purchasing Agent must 
weigh in determining values that are equitable. A Purchasing Agent 
cannot be an expert in all of these matters, but he must have a 
knowledge of when, where, and how they apply to his particular job. 
These facts and considerations so necessary to Purchasing operations 
are made available by the development of a system of procedure by 
which is set up auxiliary tools of Purchasing, which I choose to call 
the working tools, or mechanics, of the Purchasing Department. 

It is only natural that each individual organization should vary its 
procedure in this respect to best suit its individual needs and conditions, 
but of primary consideration is the adoption of efficient means for the 
accumulation of factual information that is reliable and readily 
accessible. 

The mechanics, or working tools, of a Purchasing Department must 
include those essentials by which the efficiency and competence of the 
Department will be assured. 

Among those facilities will be a record systematically listing all 
commodities or goods regularly dealt with, in conjunction with which 
potential as well as actual sources of supply are indicated. Customary 
or special features pertaining to cash discounts, f.o.b. points, and such 
information can also be detailed on this record. 

A record of this kind facilitates sending out inquiries, requests for 
prices, etc., and assures a selection of representative vendors to whom 
the inquiries may be sent. 

Another auxiliary tool of Purchasing is the catalogue file. Catalogues 
are essential to the Purchasing Department because of the information 
they contain. In this category can also be mentioned trade periodicals, 
business publications, statistical reports, etc. 

Catalogues can be filed according to size and indexed by name of 
vendor and cross-indexed under general headings, to indicate goods 
described and illustrated. A number is allocated to each catalogue, and 
the index refers to this number, indicating its location in the file. 

The important point about the catalogue file is to have it indexed 
so information is quickly available pertaining to any subject, or goods, 
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or commodities, you may be called upon to purchase, or upon which 
information is required. To be of value, catalogues must be kept up 
to date, and be readily accessible whenever needed. 

The adaptation of the Purchase Requisition to a record system for 
sundry purchases I find very valuable as an auxiliary tool of Purchasing. 
This system requires that no purchase order be issued unless a purchase 
requisition provides for it. Each requisition is given a number which 
represents and indicates the goods or materials covered by the requisi- 
tion. For instance, S-1921 distinguishes the goods as being Springs. 
The requisitions covering all purchases of Springs are filed under 
S-1921. Similarly, if the number were S-1911 it would indicate Screws; 
B-215 would be Bolts; B-218 would be Boxes; C-304 Cartons, and so on, 
and all requisitions are filed accordingly under their respective com- 
modity number. 

In this way, all items purchased can be traced very quickly, by 
reference to the requisition file under the number allocated to the 
particular commodity, and, also, the total volume of purchases for any 
one item can be quickly determined for any period. 

This system is the finder, by which any item ever purchased is 
readily and easily referred to; and it is also made use of to determine 
items in which the volume becomes of growing importance as a purchase 
study. 

This system is also very effective for tracing back unusual items 
that may be very infrequently purchased, revealing, as it does, complete 
information as to what was specified, where purchased, the price paid, 
purchase order number, etc., and a lot of time is saved that may be 
otherwise taken up in trying to locate such information. 

The Purchase Requisition file contains only items actually pur- 
chased, but the same system may be followed for recording quotations, 
making it a very simple matter to refer to competitive prices that have 
been received on any particular item. 

A little intelligent application in compiling a list of all goods, 
supplies, materials, etc., that have been dealt with over a period of 
time, and listing them in alphabetical sequence, is all that is required 
to install the system, and as new items come up they can be set in place 
by utilizing numbers that have been left open, or blank, to take care 
of this eventuality. 

The key to the system is an index, which is also cross-indexed, to take 
care of any item that may be described by more than one definite name. 
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A more detailed treatment is given important purchase items, 
particularly raw materials and items in which the volume is con- 
siderable. 

Naturally, the more complete, the more comprehensive the facts 
and details of manufacture, of packaging, etc., you possess about the 
products you make or sell, the more thoroughly you can build up the 
mechanics of your department; and, in fact, you can make that infor- 
mation so complete that it will provide ready access to reliable 
information as to specifications, quality required, uses materials are 
put to, stocks on hand, past consumption, probable future needs, prices 
previously paid, taxes applicable, etc. 

Such information can be compiled very effectively without a burden- 
some system of filing, recording, or complicated detail. 

It is important, however, that the form used be such as to indicate 
complete specifications as to size, grade, and quality. Provision should 
be made to show to what use the material is put; requirements of 
manufacturing orders; consumption; purchases; deliveries; prices paid, 
including details of charges in the delivered price; average cost of 
material delivered; balance on order, and also a perpetual inventory 
record. 

Of course, it is understood that the type of record must be peculiarly 
adaptable to the particular business involved, and it may be advisable 
to assemble this information on separate records. 

In establishing or setting up the record, usually the Engineering 
Department develops the necessary specifications as to material to be 
used, the grade, quality, size, tolerance permissible, etc. This informa- 
tion is promptly made available to the Purchasing Department, where 
it is detailed on this Purchase Record as indicated. (I might interject 
that co-operation between the Engineering and Purchasing Depart- 
ments at this point develops a discussion of possible advantages that 
may be gained, from a Purchasing standpoint, by agreeing to certain 
changes in the specifications before final adoption.) 

For instance, I recall an item on which two very minor changes were 
discussed which involved an increase of 5% in weight of material, but, 
it brought the item into a lower price group, changing it from a cost 
of 11.18, in base quantity lots, to a cost of 5.92, or a saving of 46% in 
price, resulting in a price advantage of 44%, and without impairment 
of quality or loss of efficiency in manufacturing. This, of course, is a 
very simple and also a very exceptional case, but it is a striking 
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illustration of the importance of co-operation between other depart- 
ments and the Purchasing Department. 

The specification, then, is finally adopted, and the Purchase Record 
is established. 

Entry is made on the record card, systematically listing information 
as to production requirements, purchase orders, shipments including all 
charges entering into final cost delivered, and also a record of con- 
sumption. 

As the use of the item develops, the record progresses, and auto- 
matically there is built up complete statistical information. In fact, 
the complete data pertaining to the particular item becomes readily 
accessible, to guide the Purchasing Agent in his procurement problems. 

Efficiently developed, simple records provide a ready reference and 
make conveniently accessible all essential information pertaining to 
any items of purchase. Such records are invaluable to the Purchasing 
Agent in the assistance they provide to determine intelligently reason- 
able forward purchases in case of price fluctuations. Such information 
also assures economy of purchase by indicating total volume of con- 
sumption, regardless of how many small lots may be required for 
different individual items, or individual manufacturing orders. 

Also, these records provide a means of detecting the use of excess 
material beyond specified needs; shortages; misplacements of stock; 
spoilage, etc., and prompt the tracing of these deficiencies before they 
are otherwise lost sight of. 

They are very helpful as an element in effecting standardization, 
because, with these records arranged according to size of material, any 
new sizes proposed can be quickly checked, and a prompt suggestion 
of utilizing existing sizes can be made, when otherwise the Engineering 
Department may have specified a new or slightly different item, as new 
products are developed. 

Furthermore, they assist the Purchasing Department in its responsi- 
bility in minimizing or completely eliminating excess or burdensome 
stocks which may have been caused through obsolescence, etc. 

Other records may be set up to detail all purchases of any group of 
items of a particular commodity. Such records will be of value as a 
guide to the trend in consumption of a particular commodity; the trend 
of costs; tonnage as a price factor in quantity purchases; and the 
average price column provides a fairly close basis for estimating 
inventory values. 
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This record will indicate the invoice date, tonnage, invoice value, 
duty, taxes, exchange, freight, and average costs delivered; and with 
this information made cumulative, this record serves a good means of 
comparison with previous periods. 

I have touched on the working tools of Purchasing from the angle 
of facilitating the purchase, but there is yet another group of working 
tools, and these have to do with verification of values contracted for. 

These are the tools of verification. Tools of verification are the 
facilities for assuring deliveries when needed, checking goods received 
as to proper quantities, checking specifications, testing quality, etc., 
and checking invoices with orders and with actual deliveries; and as 
such, their importance in preventing loss through the acceptance of 
improper materials, or by the payment for incorrect deliveries, will 
readily be appreciated. 

Definite safeguards must also be set up to assure proper handling 
of invoices to avoid duplicate and improper charges and to facilitate 
prompt payment to take advantage of cash discounts. 

These are all very important factors affecting the efficiency of the 
Purchasing Department, and they all have an influence on the relation- 
ship of the Purchasing Department with the vendor. For these reasons, 
it is highly important that the personnel dealing with these tools of 
verification be mindful of their responsibilities and strive to appraise 
values without bias, and on the basis of fair dealing. 

The working tools will, of course, vary according to the require- 
ments of the individual company, but regardless of the actual mechanics 
of the department, the ultimate in success will only be achieved by 
combining knowledge and efficiency with those intangible qualities of 
Honesty, Loyalty, Co-operation, Sincerity and Justice. 

Are these tools of Purchasing vulnerable to the attack of critics? 

No! These are the tools that build the integrity of business; these 
are the tools that inspire confidence; these are the tools on which Good- 
will is founded and perpetuated. 

These, then, are the tools of Purchasing. 









































FEDERAL AID FOR HOME BUILDING 


C. C. CARROTHERS 


| each of the parliamentary sessions of the past three years the 
Federal Government has devoted some time and study to the matter 
of encouraging home building and home improvement. It is perhaps 
worthy of note that the approach has been from a point of view far 
removed from that of foreign governments where a similar concern for 
home building has been apparent. In Canada a desire to stimulate the 
building trades has been the primary motive. In Europe, particularly, 
the movement has been inspired by a desire to remove slum districts 
and provide labouring class homes. 

The result of this difference in approach has lessened interest in 
the plans for building homes in Canada. It has meant that the building 
trades only have been interested in stimulating the public to investigate 
the possibilities which the legislation holds for present and potential 
home owners. These trades being financially interested in encouraging 
home constructions, it was thought that sufficient publicity would be 
given to the measures by them. However, although the low level of 
building activity has been appreciably raised it is far from normal at 
present and much money is still available to the public on extremely 
advantageous terms. 

The Dominion Housing Act, 1935, encouraged persons of moderate 
income to build and resulted in a sharp rise in construction. The low 
income group, however, benefited but little and the intolerable conges- 
tion in what are really slum areas was continued. To remedy this 
condition the National Housing Act was enacted this year. 

The Act is in three parts, relating respectively to private house 
construction; low-rental house construction by municipalities, associ- 
ations and corporations with fixed maximum dividend rates; and pay- 
ment in part of taxes by the Government to municipalities over a period 
of three years. 

Part one, providing assistance in financing home building for owners, 
is very generous in its terms. Anyone desiring to build may procure a 
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loan of from 70% to 80% of the lending value of the completed property. 
In the case of low-cost homes, where the value does not exceed $2,500.00, 
the loan may be from 50% to 90%. This makes it possible for anyone 
owning a lot to procure all the funds needed for building a home from 
the government loan agency. 

Interest on the loan is payable at 5% per annum. The mortgage is 
normally for ten years but arrangements for as long as twenty years 
may be made. Repayment of principal and interest is on a monthly 
basis, the payment covering principal, interest and taxes. On a 
$3,000.00 loan, payable over twenty years, principal and interest 
amounts to $19.62 monthly, plus 4.th of the annual taxes. In an urban 
centre the taxes would average $120.00 annually on such a property. 
Thus, at $30.00 a month the borrower would own his place in twenty 
years. The monthly payment necessary on any loan may be calculated 
on the basis of $6.54 for each thousand dollars of loan, adding thereto 
¥, oth of the taxes for that municipality. 


In addition to a monthly payment plan, the Act offers other advan- 
tages. With the application for loan, plans and specifications must be 
submitted, and houses must conform to minimum standards of construc- 
tion. In conformity with the Act, regulations setting forth these 
standards have been published. The Memorandum Specifications form 
is also available. To him intending to build, whether as a borrower 
under the Act or otherwise, the forms should be invaluable, providing 
as they do a complete outline of proper specifications for any home 
construction, and a means for the owner to check on his contractor. 
All matters of excavation, drainage, foundations, grading and planting, 
walks and driveways, footings, walls, floors, roofs, chimneys, fireplaces, 
carpentry trim, etc., are covered in such detail as to be a revelation to 
anyone inexperienced in building. These forms are available at any of 
the loaning agencies. 

Part Two of the Act refers to low-rental housing projects for munici- 
palities, associations, societies and corporations having a dividend 
limited by the regulations under the Act. Loans not exceeding 90% of 
the cost of construction of the house to a maximum of $2,700.00 may 
be secured, although profit-making corporations may secure only 80% 
to a maximum of $2,400.00. The rate of interest to the former is 2% 
and to the latter 134%. These loans are also repayable over a term of 
years, payments being made on an amortized plan half yearly. Building 
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projects making use of these loan provisions are subject to regulations 
as to location, rental rates, repairs, etc., and copies of such regulations 
are procurable on application. 

This part of the Act was particularly designed to aid large-scale 
municipal development and slum clearance, but as yet has been little 
used. 

The third part of the Act has been still less used. To encourage 
construction, taxes on houses built between June 1, 1938, and December 
31, 1940, may be paid by the Federal Government. The term taxes in 
this connection means only general real estate taxes and does not include 
local improvement or special taxes. The operation of this part is con- 
tingent upon the municipality concerned performing certain duties and 
assisting in tax payments. 

The Act would appear to have been well conceived and carefully 
drawn. That it has not been more successful is at least partly due to 
lack of publicity. Undoubtedly in some instances the lending institu- 
tions, through which the Government operates, have not seized on the 
scheme as a national housing plan at all, finding it difficult to relinquish 
their usual role as lenders for profit only. Certainly the Act has not 
been publicized to the extent that the public is aware of its advantages 
to any degree that is appreciable. 

Although much greater publicity has been attempted to inform the 
public of the home improvement plans of the Government, speaking 
generally, the average home owner has no knowledge of it. The Act 
was designed to speed up work in the building trades and to them and 
to the loaning agencies has been left the work of making the public 
conscious of its possibilities. Why greater success has not been attained 
is not clear. 

The basic principle of the Act is the guarantee against losses up to 
15% given by the Government to approved lending institutions. The 
banks have been the important lenders approved thus far. The guar- 
antee is not applicable to individual loans but is based on the total 
amount lent. Obviously the possibility of loss by the lender is, for 
practical purposes, non-existent. 

The owner of property is very broadly defined to include purchasers 
under an agreement, lessees having a lease expiring not less than three 
years after the loan matures and mortgagees in possession. The prop- 
erty may be either rural or urban and includes summer homes. A new 
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dwelling is eligible for a loan if the construction has reached a point 
where the dwelling is habitable. 

The purpose of the Act is to finance repairs, alterations and addi- 
tions to any home and this includes all manner of materials and equip- 
ment with labour necessary to improve a home. The plumbing, heating 
and air-conditioning trades have been successfully selling their work to 
a degree, in connection with urban homes. In rural homes a great 
variety of work has been done, although not to the extent that might be 
expected. Loans to farmers may be made for a much broader type of 
work, including numerous forms of built-in farm machinery, silos, 
greenhouses, and improvements and additions to barns. 

The maximum amount which may be borrowed is $2,000.00 for each 
single family property. For duplex or multiple apartment buildings, 
the amount is $1,000.00, plus $1,000.00 for each family apartment. 
Loans are repayable on a monthly basis over a three-year term if the 
loan is under $1,000.00 and over a five-year term if over that amount. 
Arrangements may be made to repay quarterly, semi-annually or even 
annually in some cases. 

The maximum charge which may be made for the loan is a rate of 
discount of 344%. On the basis of periodical repayment the effective 
rate of interest varies from 6.20% to 6.32%. Having regard to the 
security given to them by the Government, the lending agencies appear 
to be charging a high rate. On the other hand, collection costs are 
undoubtedly higher than on normal bank loans. No further charge for 
service, insurance or otherwise may be made. Overdue payments are 
charged at 7% per annum. 

When the loan is repaid monthly, the payments for a loan of $100.00 
are as follows: for a 6-months loan, monthly payments of $16.67; for a 
12-months, $8.34; for 36 months, $2.78. Larger loans are repayable in 
proportionately larger monthly payments. Payments on larger sums 
payable over a term of 48 or 60 months may be estimated on the basis 
of $2,000.00, as follows: for a 3-year loan, monthly payments of $55.56; 
for 4 years, $41.67; and for 5 years, $33.34. 


To secure these loans the borrower must sign a promissory note to 
the lender. The husband or wife of the owner may be a co-signer. 
Beyond this, however, the lender cannot go and no additional security 
of any kind can be demanded. In other words, the borrower’s reputa- 
tion for paying his accounts is the chief consideration. 








































THE MIDDLE WAY 


HAROLD MACMILLAN, M.P. 
London: Macmillan, 1938 

9”. Pp. ix + 382. Price $1.65 
Review by Earl Barkwell 


R. HAROLD MACMILLAN, M.P. (England) has presented us 
with a new book to follow his “Reconstruction—A Plea for a 
National Policy,” a new book called “The Middle Way,” influenced by, 
and quite possibly named after, that remarkable and highly useful 
book “Sweden, The Middle Way.” 

The subject of Mr. Macmillan’s new work is described in the title 
page as “a study of the problem of economic and social progress in a 
free and democratic society.” 

Mr. Macmillan and his book are interesting for two reasons. First, 
he is a young Conservative who has gone so far forward that at any 
earlier date he would have been accused of the Socialist heresy because 
of his absorption of the Socialist analysis of industrial problems. 
Second, he is a wealthy stockholder whom one must regard as an essen- 
tially hard-headed capitalist. 

The author begins his work with an examination of our last economic 
crisis and the political, economic and intellectual changes which it 
brought about. He shows that the depression has demonstrated the 
faultiness of pre-crisis economic theory in its failure to provide a means 
of ending periodic crises. He points out that, as a result, a new school 
of thought has grown up which has as its aim the abolition of poverty. 
The problem confronting him is, then, the problem of safeguarding life 
and liberty against the restraints necessary to a collective society. 
From this point he proceeds to show that our present social services 
are becoming inadequate. We are not able further to equalize incomes 
by “soaking the rich” to provide money for relief, education, hospital- 
ization, etc., and therefore, economic reconstruction is the only sound 
basis of moral reform. 

At this point Mr. Macmillan steps out to meet the problem facing 
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us. He starts from an appraisal of existing standards of life and finds 
them woefully inadequate. It might be well to point out here that he 
uses Mr. B. Seebohm Rowntree’s “The Human Needs of Labour” as the 
basis for his standard, and finds that, in England, this standard is not 
near fulfillment. His problem then becomes one of raising the produc- 
tivity of industry and agriculture and of providing against insecurity. 

He first examines present methods of distribution from the stand- 
point of consumer’s choice and divides man’s elementary needs into two 
groups. In the first of these there is little or no real consumer’s choice, 
and the consumption of them is relatively stable for all income groups. 
In the second, there is wide range for consumer’s choice, and wide 
variation of consumption in accordance with consumers’ incomes. Into 
the first group fall goods the consumption of which would vary very 
little if they were free goods. This includes bread or flour, milk or 
condensed milk, butter or margarine, potatoes, gas, electricity, water, 
coal and coke. It is not price but satiety which determines the amounts 
of each of these which are used by a large part of the community. For 
this group the effective problem is to maintain that output which will 
satisfy all consumers and reduce the costs of production and physical 
distribution to a minimum. With regard to luxury goods, he believes 
that there is reason to think that welfare would be increased by in- 
creased quantity. For the latter, then, an improved production system 
and retail distribution must be organized and unrestricted capitalism 
has an important part to play. At this time it might be well to point 
out that Mr. Macmillan seems primarily concerned with the workers 
in order to ensure his own class’s position. He dismisses Fascism and 
Socialism summarily and, in the case of Socialism, rather unjustly, 
for he does not seem to grasp the fact that there are different kinds 
of Socialism. 

Any industry, the author suggests, passes through a sort of life 
cycle—first a period of germination when risks are very high and 
productive processes are being perfected; then an expansion period 
when profits appear and competitive growth takes place; and finally, 
a period of adjustment when expansion has gone too far, and competi- 
tion destroys profits. Mr. Macmillan suggests that capitalism be left 
to itself in the first two stages and that we have governmental control 
and regulation in the last. Our author is apparently of the opinion 
that the government should only step in and save business when it can 
no longer save itself. This, however, leads only to economic loss and 
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waste due to over-expanded productive powers. If government control 
is resorted to, regulation should come in the first phases of the cycle 
to prevent over-expansion. 

Even accepting Mr. Macmillan’s scheme, many readers will feel 
dissatisfied with the paucity of guidance which he gives regarding the 
policies to be pursued by the regulatory monopolies which he would set 
up. He clearly recognizes that the fundamental issues of economic 
policy come from conflict between progress and security (pp. 182-83), 
but he gives little help as to how the conflict might be solved. 

Mr. Macmillan looks forward to easing the lot of both workers and 
unemployed by raising the level of real goods through free distribution 
of essentials and increased monetary wages assuming (too easily, I 
think) that real wages will thus be raised. 

The clash between security and progress is more fundamental than 
Mr. Macmillan has realized. An invitation to enjoy the benefits of 
both smacks of having one’s cake and eating it, too. 

Mr. Macmillan’s book is one that everyone in business and every 
student of the social sciences should read, since it is a sincere, although 
I think a one-sided, attempt to solve our problems. 
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